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Premium Assistance

Richard E. Curtis and Edward Neuschler

any low-income, uninsured children

have access to employer coverage but

are not enrolled, presumably because

their parents cannot afford to enroll
them. One strategy for increasing the enrollment of
low-income children is to help parents pay the employ-
ee contribution required for family enrollment in their
employment-based health insurance. This strategy is
known as “premium assistance.”

Premium assistance offers many potential benefits as a
means for providing coverage to low-income children;
but at the same time, several practical difficulties in
realizing that potential remain.

Premium-Assistance Strategies Hold
Promise for Many Children

Premium assistance is a promising strategy for pro-
viding coverage to children in low-income families
with access to employer-provided coverage. As shown
in Table 1, an estimated 55% of uninsured children in
families with incomes between 133% and 200% of the
federal poverty level (FPL) have access to employer
coverage. Furthermore, public health insurance pro-
grams for children already authorize this type of assis-
tance! and can help any eligible persons pay the
premiums required to enroll in any private health
insurance that is available to them. This approach is

Richard E. Curtis, M.P.P, is president of the Institute
for Health Policy Solutions.

Edward Neuschler, M.P.P, is a senior program officer
at the Institute for Health Policy Solutions.

particularly cost effective for employment-based
insurance because employers already pay a sizable
share of the total premium. Overall, as this section
details, premium assistance has the potential to cover
more children with available public dollars, provide
coverage to whole families, and help prevent “crowd-
out” (that is, replacing or substituting for existing
employer coverage) by complementing rather than
replacing employer contributions.

Making Public Dollars Go Farther

Because employers typically pay about 70% to 75% of
the cost of family coverage,? subsidizing workers’ share
of premiums to enroll their children as well as them-
selves in employer coverage can be less expensive than
providing direct coverage, especially family coverage,
under the State Children’s Health Insurance Program
(SCHIP) or Medicaid. For example, Rhode Island
saves an average of $178 per month for every family
enrolled in its RIte Share premium-assistance program
rather than in its regular Rlte Care (Medicaid and
SCHIP) managed care program.?

Providing Goverage for Children and Families

Providing whole family coverage, either directly or
through premium assistance, also benefits children by
making it more likely that they will get needed care.
Studies show that children are more likely to use care
it their parents do, an effect that is even stronger if
both parent and child are insured.* For example, in
states that have expanded coverage for parents under
Medicaid, 81% of eligible children participate in Med-
icaid, compared to only 57% of children in states with-
out family-based coverage programs.® Moreover, states
such as Wisconsin, Rhode Island, and New Jersey have
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Table 1

Premium Assistance

Children with Employer Coverage and Uninsured, by Family Income Relative to Poverty

Family Income
Relative to Federal

Among Children,
Percent with Employer

Among Children,
Percent Uninsured,

Percent of Uninsured Children
Eligible for Employer Coverage

Ratio of Children with
Employer Coverage to

Poverty Level Coverage, 19992 19992 Uninsured Children, 19992  through a Parent, December 1996
Less than 100% 17.8% 271% 0.7:1 23%
100%-132% 41.4% 20.6% 2.0:1 40%
133%-199% 58.4% 19.7% 3.0:1 55%
200%-249% 72.7% 13.3% 5.0:1 62%
250%-399% 84.4% 8.0% 10.5:1 51%
400% and over 90.8% 4.5% 20.0:1 28%

aMarch 2000 Current Population Survey.
1996 Medical Expenditure Panel Survey (full-year panel).

Source: Institute for Health Policy Solutions

demonstrated that offering health insurance coverage
for whole families is a more effective way to reach unin-
sured children than covering only children under
SCHIP. For example, the number of children enrolled
in Rhode Island’s RIte Care program grew only 10%
between December 1995 and December 1998. After
coverage was expanded to parents (in November
1998), the number of children enrolled grew 47% over
the next three years (ending in December 2001).

Overall, because employer contributions for family
coverage can greatly reduce the net cost of public sub-
sidies needed, and because coverage through work is
an attractive coverage venue for many working parents,
subsidizing enrollment in employment-based family
coverage can be a cost-effective way for states to pro-
vide coverage to entire low-income families.

Helping Prevent “Crowd-Out”

Using public dollars to offer premium assistance to
low-income working families could cover more families
at lower cost by complementing rather than replacing
employer contributions. While greatly beneficial, pub-

lic-program expansions that include parents as well as
children may pose a greater risk of “crowding out”
existing employer coverage when eligibility is extended
above the FPL. Crowd-out is more likely above the
FPL because private employment-based coverage is
widespread among non-poor but low-income working
families. For example, in families with incomes
between 133% and 200% of the FPL, three times as
many children had employer coverage as were unin-
sured in 1999 (see Table 1).”

Recent research indicates that a significant share of new
public coverage for adults above the FPL replaces pri-
vate (employment-based) coverage.® These findings
suggest that virtually free public coverage induces many
low- and modest-income families (and/or their
employers) to drop existing employer coverage, which
costs an average of almost $8,000 annually in combined
employee and employer contributions. For example,
after Rhode Island achieved the lowest reported rate of
uninsured children in the country (2.4% in 2000),” the
state’s Rlte Care program identified a significant shift
from employer coverage (see Box 1).10
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Because of their desire to stretch public funds by cap-
turing available employer contributions, avoiding
crowd-out and covering whole families where possible,
state and federal officials remain keenly interested in
programs that would help low-income families enroll
their children in private employment-based insurance

when it is available to them.

Challenges to Implementing
Premium Assistance

Despite the substantial potential suggested by these
data and observations, premium-assistance programs
undertaken to date have reached relatively few children
in 12 states.!* The early experience of one of those
states, Wisconsin, illustrates both the potential reach of

Box 1

Rhode Island Grapples with “Crowd-0Out”

Rhode Island’s Rite Care (Medicaid and SCHIP) program initially
covered children up to 250% of the FPL. In late 1998, the state
expanded the program to include coverage of parents up to 185%
of the FPL. This expansion succeeded in covering more children as
well as parents. By 2000, the program had reduced the percent-
age of children without insurance to 2.4% and the overall unin-
sured rate to 6.2%, the lowest rates in the nation.? Total Rlte Care
enrollment increased by 40% between November 1998 and June
2000, straining the state’s budget.

One reason for the explosive program growth was a shifting of
low-income families out of employer coverage and into Rlte Care,
a process known as “crowd-out.” The Providence Journal report-
ed in May 2000 that as many as 20,000 people—almost 20% of
the total program enrollment—may have dropped private health
insurance in order to take advantage of the free state program.®
The largest participating HMO, Neighborhood Health Plan, esti-
mated that one-third of its new Rlte Care patients were migrating
from private insurance plans.® Another carrier experienced 4,200
voluntary disenrollments from its commercial coverage during

1999 that resulted in subsequent enrollment in the same carrier’s
Rite Care plan, 83% of them within four months after the com-
mercial disenroliment.?

To address the problem of crowd-out, in June 2000, Rhode Island
enacted a package of reforms that included an aggressive premi-
um-assistance initiative (Rlte Share) aimed at placing eligible
families into employer coverage. The reforms included a review of
the entire Rlte Care caseload to identify families who had access
to qualifying employer coverage and to enroll them in it, when it
was cost effective for the state to do so. As of July 2002, about
2,200 members had been enrolled in Rlte Share, with enroliment
expected to reach 5,000 by June 30, 2003.°

While generally pleased with the program’s success, state man-
agers note that shifting costs back to the employer sector is more
difficult than avoiding crowd-out in the first place, and they urge
other states to initiate premium-assistance policies before
expanding public health insurance programs, especially where
parents will be covered in addition to their children.?

aRhode Island Department of Human Services. Update: Rlte Care, member cost sharing, Rlte Share. Providence, RI: Hearing of the Joint Committee on Health Care Over-
sight, April 29, 2002. Slide presentation. Based on Medicaid Research and Evaluation Project; Rite Share Evaluation Studies. U.S. Bureau of the Census, Current Popula-

tion Surveys 1994-2000 (September estimates).

bRIte Care enroliment increased from 74,221 in November 1998 to 104,041 in June 2000. Ferguson, C. Hindsight and foresight: Lessons for getting it Rlte. In Effective
coverage expansions for uninsured kids and their working parents: Links to job-based coverage. Washington, DC: Institute for Health Policy Solutions, May 18, 2001.

¢Rowland, C. Officials rethinking Rlte Care’s mission. Providence Journal. May 21, 2000, at p. A-01.

dFerretti, S. Hindsight and foresight: Lessons for getting it Rite. In Effective coverage expansions for uninsured kids and their working parents: Links to job-based cover-

age. Washington, DC: Institute for Health Policy Solutions, May 18, 2001.

eLeddy, P. Premium assistance: Opportunities and challenges: Implementing Rhode Island’s Rlte Share program. Philadelphia, PA: 15th Annual State Health Policy Confer-
ence of the National Academy for State Health Policy, August 5, 2002. Slide presentation. Also, personal communication with P. Leddy, February 12, 2003.
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Premium Assistance

Box 2

Wisconsin Experiences Both the Promise and Pitfalls of Premium Assistance

Wisconsin’s attempt to integrate premium assistance into its
SCHIP program, known as BadgerCare, illustrates both the poten-
tial reach of premium assistance in a low-income working popu-
lation and the practical difficulties involved in realizing that
potential. BadgerCare covers parents as well as children, but
requires that families take advantage of employment-based cov-
erage if it is available to them and cost effective. Roughly half of
working BadgerCare applicants have access to health coverage
through their employers. But, as of June 30, 2001, less than one-
tenth of 1% had actually been enrolled.?

There are several reasons for Wisconsin’s low rate of enrollment
in employer-based coverage. The state’s premium-assistance
policies—some driven by federal requirements, some chosen by
the state—unnecessarily exclude many employer plans from par-
ticipation. For example, almost one-half of the applicants with
access to employer coverage work for self-insured employers,?
but the state initially decided to exclude self-insured plans from
premium assistance in order to simplify and speed program
implementation. (State officials have now reversed that decision.)

In addition, when the program first began, only employers who
contributed between 60% and 79% of the cost of family coverage
qualified, and only 20% of otherwise-qualified employer plans fell
in that range.? The minimum required employer contribution has
now been lowered to 40%.

Wisconsin has also had difficulty getting the necessary information
from employers. About 25% to 30% of forms requesting informa-
tion are never returned, and of those that are, about one-quarter
state that the applicant no longer works for that employer (or never
did).? These problems have significant implications for verifying
employment and earnings for the underlying BadgerCare program,
not just for its premium-assistance component.

The initial structure of Wisconsin’s program discouraged partici-
pation in several ways. As Wisconsin wrestles with fiscal prob-
lems, it is moving to address some of the key obstacles—for
example, by including more employer plans and proposing to
require information about their availability at application. With
such changes, the potential of premium assistance is more likely
to be realized.

aWisconsin Division of Health Care Financing. Unpublished “employer verification of insurance coverage (EVIC)” program statistics obtained from Donald G. Schneider,

Chief, Coordination of Benefits Section, July 27, 2001.

bWisconsin Division of Health Care Financing. Personal communication with Donald G. Schneider, Chief, Coordination of Benefits Section, December 20, 2001.

premium assistance in a low-income working popula-
tion and the practical difficulties involved in realizing
that potential (see Box 2).

The next section describes some of the challenges fac-
ing states that seek to implement premium-assistance
programs, including administrative costs and resource
requirements, the difficulty of arranging “wrap-
around” coverage, conflicting program policies, and
questions of cost-effectiveness.

Administrative Costs and Resource Requirements

Identifying applicants with access to employer coverage
and obtaining the information necessary to evaluate
that coverage in a timely fashion can involve consider-

able effort and resources. The state of Iowa, for exam-
ple, employs 14 full-time staff members to follow up
on Medicaid clients identified by local offices as having
access to employer coverage.!?

States must do much of the necessary administrative
work because employers do not want to be burdened
with modifications to their existing health plan, payroll
deduction, and related programs. And neither employ-
ers nor their workers want employers involved in ways
that would make them privy to family income informa-
tion. Employers’ resistance to playing any administrative
role increases when they realize it would increase their
benefit costs while typically providing financial assistance
and extra benefit coverage only to those workers who
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A less fragmented approach that incorporates a broader income
range for premium assistance (incorporating both SCHIP and

Medicaid income ranges) would be more equitable and broaden the

eligible population considerably.

decline to contribute to coverage for their children.
Workers who earn the same or less, and sacrifice finan-
cially to cover their children, would not benefit.

Difficulty of Arranging “Wraparound” Coverage
Employer-provided health plans generally do not cover
every service available under Medicaid or SCHIP and
often charge higher co-payments than Medicaid or
SCHIP allows. Arranging wraparound or supplemental
coverage to fill in these “gaps” in employer coverage is
one of the biggest difficulties states face in pursuing
premium-assistance programs under SCHIP.

Under Medicaid, a relatively simple solution to this prob-
lem already exists. Premium-assistance enrollees can use a
traditional Medicaid card to access services not covered by
their employer plans and also to avoid co-payments in
excess of the Medicaid-allowable level. Several states that
use this model, including Wisconsin and Iowa, have found
that costs tend to be nominal, as most enrollees prefer to
simply use their “mainstream” employer benefits.

Separate (non-Medicaid) SCHIP programs, however,
generally do not have their own fee-for-service payment
capability, which makes this approach to wraparound
coverage unavailable to them.!® Setting up or contract-
ing for a separate claims-payment system solely to pro-
vide wraparound coverage for premium-assistance
recipients would be prohibitively expensive,'*and private
health plans have not been willing to undertake the
responsibility of “filling in” employer-plan coverage,
which can vary widely, on an at-risk basis. Contracting
with the state’s Medicaid program or fiscal agent to pro-
vide wraparound coverage for SCHIP premium-assis-
tance recipients is a possible alternative that only one
separate SCHIP program—Virginia—has yet used.!

Conflicting Policies

While administrative difficulties are an important imped-
iment, conflicting public-program policies—driven by
inconsistent federal regulations and confusion about mar-
ket roles and incentives—have also made it far more dif-
ficult to adopt and implement effective state programs.

Inconsistent Federal Regulations

Medicaid and SCHIP represent somewhat different
public policy approaches to increasing children’s cover-
age. The resulting differences in federal regulatory
requirements between these two programs often pre-
clude states from operating a single, integrated premi-
um-assistance program (see Table 2). Instead, the two
programs require inconsistent policies and, in effect,
inconsistent communications to employers and work-
ing parents. For example, Iowa, which operates a large
health-insurance-premium payment program under
Medicaid, does not attempt such a program under
SCHIP, even though, given the higher incomes
involved, a much higher percentage of SCHIP children
are likely to be eligible for employer coverage (see
Table 1). Similarly, Maryland has attempted, albeit
with minimal success to date, a premium-assistance ini-
tiative only for children between 200% and 300% of the
FPL (eligible for its separate SCHIP program), and not
for lower-income children under its much larger Med-
icaid or Medicaid-model SCHIP programs.!®

In the world of employer coverage, such a fragmented
approach makes no sense. Narrow income-eligibility
ranges may make only a very small fraction of workers
eligible for premium assistance for themselves and their
children and could mean that higher-income workers
qualify for premium assistance while lower-income
workers in the same firm do not. Such a program would
seem disjointed and unfair to parents whose larger fam-
ily size lowers their income relative to poverty and
thereby precludes them from receiving assistance for an
employer family plan covering their colleagues. A less
fragmented approach that incorporates a broader
income range for premium assistance (incorporating
both SCHIP and Medicaid income ranges) would be
more equitable and broaden the eligible population con-
siderably. (See the article by Blumberg in this journal
issue for a discussion of the equity issues involved with
designing programs narrowly versus broadly.) Almost
three-quarters (73%) of uninsured children with access
to employer coverage are in families with incomes below
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250% of the FPL, but only one in eight (12.6%) are in

the income range from 200% to 249% of the FPL."”

Confusing Market Roles and Incentives

Whether or not a worker has access to employer cover-
age is determined more by the worker’s individual

Premium Assistance

wage or salary level than by the family’s total income
relative to the FPL. Low-wage workers rarely have cov-
erage from their employers, while higher-wage workers
are very likely to have employer coverage, even if they
are part of a low-income family. For full-time workers
with family incomes between 133% and 200% of the

Table 2

Standards Related to Premium Assistance for Employer Coverage under Medicaid and SCHIP

Issue

Medicaid Health Insurance
Premium Payment (HIPP)

SCHIP Premium Assistance (PA)

Waiver Possibilities under New
Federal Guidance (HIFA)2

Are applicants eligible
for premium assistance
if they already have
employer coverage?

What is the minimum
employer contribution
required to qualify for
premium assistance?

Must states provide
supplemental coverage
for services not covered
by the employer plan?

Must states “fill in”
employer-plan cost-
sharing amounts that
exceed program rules?

Must premium assis-
tance be cost effective
(that is, cost less than
direct public coverage)?

Yes.

None.

Yes. Recipient must have access
to all Medicaid-covered services.
(Recipient can use traditional
Medicaid fee-for-service card.)

Yes. Essentially, no cost sharing is
allowed for Medicaid recipients.

Yes. (Most states use HIPP only for
obviously high-cost cases. A few,

such as lowa, screen all recipients
with access to employer coverage.)

No. For SCHIP, applicants must be
uninsured. For SCHIP premium
assistance, applicants must have
been without employer coverage
for six months.

State must specify one. No mini-
mum percentage is specified in
federal regulations, but in practice
the federal government seems to
require no less than 30%—40%.

Yes, unless the employer plan
meets one of the SCHIP bench-
marks. (Harder to handle. Most
SCHIP programs have no fee-for-
service claims-payment capability.)

Yes. Must meet statutory SCHIP
limitations prohibiting any cost
sharing for well-child care and
limiting other cost sharing to 5%
of family income.

Yes. Costs can be compared on a
case-by-case basis or on an
aggregate basis for the total pre-
mium-assistance population.

States could ask to use federal
matching funds to subsidize some
applicants who are already
insured (within budget limits).

Federal requirement to specify
some minimum can be waived.

Waiver guidance allows greater
flexibility on benefit requirements
for “optional” groups, so supple-
mental coverage is less likely to
be needed.

Allows greater flexibility. Only the
5-percent-of-income limit on cost
sharing for children remains.

Requirement is less strict. Aggre-
gate costs for all those covered
under premium assistance must not
be “significantly higher” than they
would be under a public program.

aHIFA refers to the Health Insurance Flexibility and Accountability Demonstration Initiative, announced by the federal Centers for Medicare and Medicaid Services in August 2001.

Source: Based on federal rules and regulations governing Medicaid, HIPP, and SCHIP premium-assistance programs (last updated June 25, 2001), and the new HIFA

waiver guidance.
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FPL, for example, only 48% of those earning less than
$15,000 per year have employer coverage, compared
with 83% of those earning between $30,000 and
$40,000 per year.!8

These data suggest that states should consider individual
parents’ earnings in addition to total family income in
designing public-program policies, particularly for pro-
grams that cover parents in addition to children. Basing
contribution requirements for parents’ coverage at least
in part on individual earnings, for example, could help
prevent crowd-out.!? A parent’s wage level might also be
used as a screening tool to identify children who are
more likely to have employer coverage available to them
and, therefore, to be candidates for premium assistance.

Difficulty in Achieving Cost-Effectiveness if Only
Children Are Eligible

Many states extend coverage above poverty only for
children, not their parents. For these states, premium
assistance is less likely to be a cost-effective alternative
to direct public coverage, particularly when both the
per-child public-program cost and employer contribu-
tions toward family coverage are relatively low.?° To
date, states have authorized premium assistance only
when the family’s cost to enroll in its employer’s plan
is less than the state’s cost to enroll the children and
any other eligible family members directly into a pub-
lic program. For example, after a thorough study,?!

Colorado decided not to proceed with premium assis-
tance under its SCHIP program for this reason.

An alternative approach may be possible. States could
offer to pay up to their public-program cost toward the
family’s employer-plan premium and give the family
the option of making up the difference out of its own
pocket. This option might be attractive to parents who
would prefer to have all family members enrolled in the
same health plan or who simply prefer their employer
plan to the public program. Recent revisions in federal
SCHIP regulations now permit such a choice.?

Overcoming the Challenges:

Successful State Programs

The challenges that states face in implementing suc-
cessful premium-assistance programs are significant but
not insurmountable, as the programs in Iowa, Massa-
chusetts, and Rhode Island demonstrate. For example,
TIowa and Massachusetts both have large premium-
assistance programs. Iowa has more than 8,000 partic-
ipants,”® and Massachusetts has more than 10,000.%*
Rhode Island is steadily adding enrollment to its
recently initiated RIte Share program and expects to
reach 5,000 enrollees by June 2003 (see Box 1).

Several key factors have contributed to the success of
the programs. Each of the three states requires appli-
cants to enroll in employer coverage for which they
are eligible, if that coverage is cost effective. Each has
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found ways to deal with the difficult issue of wrap-
around coverage. And each tries to minimize the
administrative burden on employers.

Requiring Eligible Applicants to Enroll in

Employer Coverage

In order to require applicants to enroll in employer
coverage, states must first be able to identify which
applicants have employer coverage available to them.
Iowa solves this problem by requiring all employed
Medicaid applicants to obtain wage- and insurance-ver-
ification information from their employers as a condi-
tion of eligibility. If an applicant is found eligible, and
the employer offers health insurance, the local eligibil-
ity office forwards the employer information to the
central Health Insurance Premium Payment unit,
which follows up to obtain detailed information about
the benefits and costs of the employer plan. The cost-
effectiveness of “buying in” to the employer plan is
then determined by a computerized system. If buying
in is found to be cost effective, Medicaid participants
are directed to enroll in the employer plan at the next
opportunity. Participants pay their share of the premi-
um by payroll deduction, and the state sends them a
check for the same amount, on the same schedule.?®

Addressing Wraparound Coverage

In Iowa, Rhode Island, and Wisconsin, premium-assis-
tance participants continue to receive a traditional
Medicaid card, which allows them to access services
not covered by their employer plans. Under a federal
demonstration waiver,?® Massachusetts, which offers
premium assistance under both Medicaid and SCHIP,
uses a different approach. Rather than provide services
to supplement employer coverage, Massachusetts
requires that to qualify for premium assistance,
employer plans must cover a specified list of services,
called the Basic Benefit Level.?”

Minimizing the Administrative Burden

Successful premium-assistance programs minimize the
administrative burden on employers, particularly with
respect to subsidy administration. Rhode Island had little
success with its initial approach, which asked employers to
receive subsidy payments from the state and reduce the
payroll deduction for premium-assistance-eligible work-
ers. In the first year of operation, only about 275 individ-
uals were enrolled in premium assistance. After the state

Premium Assistance

decided, in early 2002, to make subsidy payments direct-
ly to families, rather than through their employers, 1,700
individuals were enrolled within six months.?

Implications of New Federal Waiver
Opportunities for Premium Assistance

States may find it easier to adopt and implement effec-
tive policies with new waiver guidance from the feder-
al government. In August 2001, the federal
government issued the Health Insurance Flexibility
and Accountability (HIFA) Demonstration Initiative,
which offered formal guidance about a potential new
use of demonstration waivers.?” Table 2 highlights the
ways in which HIFA waivers could ease federal require-
ments that often make implementing premium assis-
tance unnecessarily difficult. Primarily, these waivers
would allow greater flexibility in how benefit standards
and cost-sharing limitations are applied to employer
plans. Using HIFA, for example, a state could design
consistent policies across Medicaid and SCHIP income
boundaries while creating more elegant subsidy and
other policies that better fit the world of employment-
based family coverage.

Conclusion

As the examples discussed in this article suggest, pre-
mium assistance toward employer-based family cover-
age could provide a sensible coverage source for many
low-income children, while helping assure that SCHIP
coverage complements the employer coverage system
for most non-poor children. Nonetheless, this
approach presents challenges. Early program experi-
ences indicate that while obstacles can be overcome,
incremental improvements to highly fragmented and
administratively burdensome approaches are unlikely
to cover many more children.

Alternatively, creative and responsible use of the kind
of flexibility offered by the HIFA waiver initiative has
the potential to work as a cost-effective coverage vehi-
cle for many children and their families. While balanc-
ing competing policy objectives will be difficult, in an
environment of budgetary constraints, increased use of
premium assistance can constructively link public and
employer benefits and help maximize the number of
children covered by health insurance.
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